Jurnal Akuntansi Multiparadigma, 2023, 14(2), 236-245

Jurusan Akuntansi Masymrskat Alustarsi Multiparadigna Indonesia

Jurnal Akuntansi Multiparadigma

www.jamal.ub.ac.id

DO INTELLECTUAL CAPITAL AND ESG MITIGATE ACCOUNTING

FRAUD?

Dicky Wijaya, Tan Ming Kuang*

Universitas Kristen Maranatha, JI. Surya Sumantri No.65, Bandung 40164

*Korespondensi: tm.kuang@eco.maranatha.edu

Volume 14

Nomor 2

Halaman 236-245
Malang, Agustus 2023
ISSN 2086-7603
e-ISSN 2089-5879

Tanggal Masuk:

09 Juni 2023
Tanggal Revisi:

14 Agustus 2023
Tanggal Diterima:

29 September 2023

Kata kunci:

accounting fraud,
agency conflict,
esg,

intellectual capital

Mengutip ini sebagai:
Wijaya, D., & Kuang, T.
M. (2023). Do Intellectu-
al Capital and ESG Miti-
gate Accounting Fraud?
Jurnal Akuntansi Multi-
paradigma, 14(2), 236-
245. https://doi.org/10.
21776/ub.jamal.2023.14.
2.17

© 2023 Dicky Wijaya,
Tan Ming Kuang

Abstrak — Apakah Modal Intelektual dan ESG Mengurangi Kecurang-
an Akuntansi?

Tujuan Utama — Tujuan dari penelitian ini adalah untuk melihat pe-
ngaruh modal intelektual serta peran moderasi ESG terhadap kecuran-
gan akuntansi.

Metode - Penelitian ini menggunakan analisis regresi logistik untuk
menganalisis data. Sampel penelitian ini adalah seluruh perusahaan
non-keuangan di Indonesia yang mempublikasikan laporan keuangan-
nya secara konsisten dan memiliki skor ESG selama periode 2017-2021.
Temuan Utama - Implementasi ESG memperkuat modal intelektual
dalam mengurangi kecurangan akuntansi. Hal ini meningkatkan akun-
tabilitas dan transparansi perusahaan. Pada sisi lainnya, modal intelek-
tual sendiri tidak mempengaruhi kecurangan akuntansi.

Implikasi Teori dan Kebijakan - Penelitian mengimplikasikan bahwa pe-
nerapan ESG adalah upaya perusahaan memenuhi hak para pemangku
kepentingan dan meminimalkan konflik agensi. Penelitian ini memberi-
kan implikasi bagi regulator, perusahaan, dan investor untuk menerap-
kan ESG.

Kebaruan Penelitian - Penelitian ini memiliki kebaruan untuk memo-
sisikan ESG sebagai pemoderasi pengaruh modal intelektual dan kecu-
rangan akuntansi.

Abstract — Do Intellectual Capital and ESG Mitigate Accounting
Fraud?

The Main Purpose - This research aims to examine the influence of intel-
lectual capital and the moderating role of ESG on accounting fraud.
Method - This research uses logistic regression analysis to analyze the
data. The sample for this research is all non-financial companies in Indo-
nesia that publish their financial reports consistently and have ESG scores
during the 2017-2021 period.

Main Findings — The ESG implementation strengthens intellectual capital
in reducing accounting fraud. This implementation increases company ac-
countability and transparency. On the other hand, intellectual capital itself
does not affect accounting fraud.

Theory and Practical Implications - Research implies that implement-
ing ESG is a company’s effort to fulfill the rights of stakeholders and min-
imize agency conflicts. This research provides implications for regulators,
companies, and investors for implementing ESG.

Novelty - This research has the novelty of positioning ESG as a moderating
influence of intellectual capital and accounting fraud.
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Before making investment decisions, inves-
tors and creditors rely on information in finan-
cial statements to analyze a company’s financial
performance (Dimitrijevic et al., 2020; Kirana et
al., 2023). However, unethical agents can falsify
the information in financial statements, causing
harm to others who rely on it. Based on the 2022
ACFE Report, window dressing is the least com-
mon type of fraud yet has the highest financial
impact compared to other schemes. Fraud on
financial statements is still a fascinating study
topic since no country is immune to it (Abdullahi
& Mansor, 2018). This also suggests that studies
examining accounting fraud prevention strategies
within companies are worthwhile, and one of the
factors worth investigating is intellectual capital
(Lotfi et al., 2022; Salehi et al., 2023). This em-
pirical investigation seeks to develop solutions
that effectively eliminate fraudulent acts within
companies and also contribute to the financial
accounting literature, especially in the areas of
fraud and ethics. ESG issues, on the other hand,
have piqued the interest of various stakeholders
(Arif et al., 2020). Companies that apply environ-
mental, social, and governance principles can
boost corporate performance in the long term,
increasing investor sentiment (Rahi et al., 2022),
and reducing earnings management practices
(Dimitropoulos, 2022; Mohmed et al., 2020; Velte,
2019). Environmental, social, and governance im-
plementation is expected to help companies im-
prove accountability and transparency, notably in
financial reporting (Aksa et al., 2020; Ellili, 2022;
Kim et al., 2019; Palacios-Manzano et al., 2021).
However, studies conducted to link ESG and in-
tellectual capital to accounting fraud are still in-
adequate. Therefore, it is interesting to investigate
the impact of intellectual capital and ESG prac-
tices on the occurrence of fraudulent financial re-
porting within organizations.

Fraud in financial statements undoubted-
ly hurts the company’s numerous stakeholders.
The financial condition of a company must be
represented in its financial statements (Pitoyo,
2022). Agency and stakeholder theory are among
the theoretical frameworks that drive this study.
The contractual relationship between the group
providing the task and the entity responsible for
carrying it out is explained by agency theory (Ei-
senhardt, 1989). The assigning group consists
of shareholders (principals), while management
is the party responsible for fulfilling the work
(agents). Shareholders entrust management with
the responsibility of continually preserving and
expanding the company’s value. Agency conflicts
can arise when management uses their power to
make decisions that benefit them personally rath-
er than shareholders (Badu & Appiah, 2017; Jen-
sen & Meckling, 1976). One aspect that can in-
crease the potential for innovation and credibility
of a company’s financial reporting credibility is
intellectual capital (Al-Khatib, 2022; Salehi et al.,
2023). Companies that perform well in terms of

intellectual capital can eventually enhance their
entire performance and lower the possibility of fi-
nancial troubles (Cenciarelli et al., 2018; Nawaz,
2017; Shahwan & Habib, 2020). To preserve the
reliability of information in financial reports, or-
ganizations with excellent intellectual capital
performance tend to hire high-quality auditors.
This is also an effect of high intellectual capital
performance in lowering the company’s degree of
financial statement fraud. Stakeholders are par-
ties affiliated with the company who can influ-
ence and be influenced by the company’s perfor-
mance (Freeman & Reed, 1983). For businesses
to gain a competitive advantage, open access to
company information and trust-based relation-
ships with stakeholders is essential (Rahi et al.,
2022). Increasing intellectual capital and compa-
ny ESG performance is expected to reduce agency
conflicts through misleading financial reporting
and increase stakeholder trust, especially among
shareholders.

Numerous studies have been conducted
regarding the factors that influence intellectual
capital (Ferguson et al., 2020; Kamath, 2017).
Previous studies have also discovered the benefits
of intellectual capital for company performance
(Acufia-Opazo & Gonzalez, 2021; Campos et al.,
2022; Singla, 2020; Tiwari, 2022; Xu & Li, 2022)
and innovation capabilities (Al-Khatib, 2022; Al-
mutirat, 2022). Iraq and Iran have conducted
studies on the benefits of intellectual capital on
accounting fraud, while Indonesia has not (Lotfi
et al., 2022; Salehi et al., 2023). Previous studies
have also indicated that implementing ESG en-
hances company performance (Friede et al., 2015;
Kalia & Aggarwal, 2023; Lee & Isa, 2023), compa-
ny value (Aouadi & Marsat, 2018; Fatemi et al.,
2018; Li et al., 2018), plus investment efficiency
(Ellili, 2022). However, evidence tying ESG to ac-
counting fraud is also limited.

Several significant differences were disco-
vered when compared to the prior studies by Lot-
fi et al. (2022) and Salehi et al. (2023). Because
there are only a few investigations regarding the
impact of intellectual capital on accounting fraud
in developing countries, this study attempts to
offer generalizable conclusions. This study also
provides new insights into the parameters that
prevent accounting fraud by considering ESG
factors. Several studies have discovered a link
between ESG variables and corporate earnings
management methods (Dimitropoulos, 2022;
Mohmed et al., 2020; Velte, 2019). To the author’s
knowledge, no previous study has used ESG fac-
tors as moderators in the relationship between
intellectual capital and fraud in financial state-
ments. This is a novel aspect of the present study.

The study goal is to examine the impacts of
intellectual capital on accounting fraud and ex-
plore the moderating role of ESG in this relation-
ship. The study is expected to make a substantial
contribution to the field of fraud by presenting
data to support stakeholder and agency theory.
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Table 1. The Procedure for Selecting the Sample

Sample Criteria Total
The listed non-financial companies on IDX between 2017 and 2021 681
Companies that inconsistently reported financial statements in Indonesian Rupiah from (228)
2016 to 2021
Companies that do not have an ESG performance for the 2017-2021 period (429)
Total research sample 24
The Total Final Research Sample between 2017 and 2021 120

Furthermore, this study provides companies, re-
gulators, and investors with practical implications
about the relevance of ESG investing.

METHOD

The data is taken from quantitative finan-
cial statements. Therefore, quantitative methods
were used in this investigation. The universe of
all companies listed on the IDX served as the
study’s population. However, the study sample
was selected using a non-probability method. This
study’s sample comprises non-financial compa-
nies that have regularly published their financial
statements in the Indonesian Rupiah (IDR) from
2016 to 2021 and have ESG performance ratings
from 2017 to 2021. The 2022 ACFE study states
the Asia-Pacific region, including Indonesia, ranks
third in the world for the largest number of fraud
instances. The process involved in selecting the
study sample is shown in Table 1. This study is
designed to offer a comprehensive examination of
accounting fraud in Indonesia. Based on the data
in Table 1, the application of ESG principles in
Indonesia has been relatively low during the last
five years. However, the findings of various recent
studies that revealed the benefits of these prac-
tices have contributed to the current surge in the
use of ESG principles in businesses.

Accounting fraud is the explained variable,
intellectual capital performance is the predictor
variable, company ESG performance is the mo-
derator, and three control factors were included
in the study. The covariates in this investigation
include gearing ratio, income growth, and indus-

try type. Figure 1 demonstrates the direct effect
of the explained and predictor factors, as well as
the moderator on that correlation, and the func-
tion of covariates in boosting the determinants
in the model. In this study, a logistic regression
approach is used to examine the relationship be-
tween predictor variables and the outcome vari-
able, which is defined as a categorical variable,
accounting fraud. Logistic regression analysis has
been chosen based on previous research to exam-
ine accounting fraud in companies (Khamainy et
al., 2022; Zainudin & Hashim, 2016). The regres-
sion model explains the connection between the
predictor and the explained variables in a mathe-
matical equation. One of the primary sources in
this study for investigating the association be-
tween intellectual capital and accounting fraud
is the research conducted by Lotfi et al. (2022),
which used logistic regression analysis. This re-
search employs two logistic regression models,
which are defined mathematically by the follow-
ing equations:

FRD = @, + B,IC+B,LEV + B,FS + B,IND (i
+B.EM +e
FRD = B, + BIC + B,ESG + B,IC*ESG + (ii)

B,LEV + B_FS+ BIND + B.EM + e

Accounting fraud (FRD) remains an issue
that needs further investigation, given its preva-
lence in the business world. One of the business
frauds with the greatest financial impact is win-

Environmental, social,
and governance (ESG)

Financial Statement

Intellectual Capital (IC)

Control Variable (LEV,

A 4

Fraud (FRD)
/'y

FS, IND, EM)

Figure 1. Research Framework
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dow dressing. To estimate the extent of accounting
fraud, many methods are utilized. The M-Score is
employed in this investigation to assess the oc-
currence of financial misrepresentation (Beneish,
1999). This aligns with previous research that
employed the M-Score to measure this variable
(Khamainy et al., 2022; Rostami & Rezaei, 2022;
Salehi et al., 2023). The M-Score itself combines
eight financial ratios. The day’s sales in receiv-
ables index is a monetary metric that measures
the amount of time required by a company on
average to collect its receivables. An unordinary
increase in this proportion might be a red flag for
revenue overstatement. Second, the gross margin
index is a financial measurement that calculates
the proportion of sales retained by a company af-
ter deducting the cost of goods sold. A spike in
this percentage might suggest that the company
is inflating its gross profit margin, which could be
a symptom of fraud. Thirdly, the asset quality in-
dex is a metric that evaluates the condition of a
company’s assets. A larger ratio may indicate the
probability of cost deferral fraud. The sales growth
index is a ratio that compares the latest sales to
previous sales. Abnormal increases in sales may
indicate fraud related to a company’s sales. To im-
prove a company’s financial performance, fraud-
sters may manipulate SG&A expenses. The index
for SG&A expenses can be used to quantify this.

The depreciation index is a financial mea-
surement that indicates how quickly a company’s
assets depreciate. The high level of this index may
suggest that a company is manipulating its de-
preciation charges, which might be a symptom of
fraud. High leverage and financial difficulties may
drive companies to manipulate financial state-
ments to prevent default and maintain access
to loans. Aggressive accrual accounting practic-
es can indicate inflated profit figures in financial
statements, as reflected in the total accruals to to-
tal assets index exceeding one. Lu & Zhao (2020)
and Ramadhan et al. (2022) state that the eight
financial measures used to calculate the M-Score
are positively related to the likelihood of a compa-
ny carrying out unethical financial reporting and
companies with a higher M-Score are assigned
a value of 1, and vice versa (Khamainy et al.,
2022). A company with a high M-Score number
has a high chance of management falsifying the
company’s financial statements. Although this
is an attempt to improve the appearance of the
company’s financial statements and meet share-
holder expectations to improve company perfor-
mance, such actions are inherently immoral and
fall within the jurisdiction of agency conflicts. In
addition, by providing unreliable information, the
company’s integrity is harmed, indirectly violating
the rights of stakeholders due to limited access to
reliable company information.

The researchers have effectively identified
the benefits of high intellectual capital (IC) per-
formance for businesses based on past studies

(Acuna-Opazo & Gonzalez, 2021; Almutirat, 2022;
Campos et al., 2022; Singla, 2020; Tiwari, 2022;
Xu & Li, 2022). Modified VAIC, a modification of
the commonly used Value Added Intellectual Co-
efficient designed by Ulum et al. (2017), used to
analyze intellectual capital performance, based
on the study by Salehi et al. (2023). The modified
VAIC is a metric that measures how well a com-
pany utilizes its intellectual capital. Companies
with strong levels of intellectual capital are more
likely to have strong internal controls and ethi-
cal systems, which helps to reduce the possibility
and rationalization of corporate fraud. Companies
with strong intellectual capital performance are
more likely to engage competent auditors because
they understand the value of having independent
oversight of their financial statements. Organiza-
tions with strong levels of intellectual capital are
more likely to enhance their effectiveness through
innovation and adaptability than through oppor-
tunistic behavior and fraudulent practices. Pre-
vious research has found that intellectual capi-
tal is a key driver of innovation accomplishment
(Al-Khatib, 2022). Companies with high intellec-
tual capital performance are said to be capable
of developing effective ways to improve overall
company performance while avoiding techniques
that distort financial accounts. Indirectly, strong
intellectual capital performance increases the
company'’s ability to innovate and reduces agency
conflicts between management and shareholders.

Effective ESG performance is considered to
improve transparency and accountability within
a company. This initiative aims to fulfill stake-
holders’ rights to trustworthy and reliable com-
pany information, notably on the three funda-
mental pillars of ESG. Management is expected to
demonstrate this commitment through the com-
pany’s financial reporting. Management is also
obliged to provide reliable financial information
that will eventually help shareholders to make
decisions. Strong ESG performance is intended
to fulfill stakeholders’ rights to truthful informa-
tion while reducing agency conflicts between ma-
nagement and shareholders. The moderator is as-
sessed using ESG performance ratings acquired
from financial market data providers, which have
been used in previous research (Dimitropoulos,
2022; Velte, 2019). Annual reports, company
websites, and audited corporate social responsi-
bility reports are used to construct the ESG score,
which is intended to clearly and effectively mea-
sure a company’s sustainability performance by
concentrating on ten criteria (resource efficiency,
pollutants, creativity, management, equity hold-
ers, sustainability strategy, personnel, social jus-
tice, neighborhood, and responsible product ma-
nagement) (Lee & Isa, 2023). Based on the studies
conducted by Salehi et al. (2023) and Khamainy et
al. (2022), this study employs gearing ratio (LEV),
company size (FS), industry type (IND), and effec-
tive monitoring (EM) as the control variables to
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Table 2. Descriptive Statistics

Initial Nadir Pinnacle Average Average Occurrence Proportion Mode

Variables Deviation

IC 1,07 12,41 5,573 2,0872

ESG 13,2 83,7 48,9106 17,022

IC*ESG 42,71 925,8  272,3845 155,5867

LEV 0,15 0,89 0,4568 0,1912

FS 22,41 26,63 24,5338 0,8883

EM 0,25 0,75 0,5599 0,1492

FRD 0 99 82,5 99 82,5 0 (Non-Fraud)
1 21 17,5 21 17,5

IND 0 65 54,2 65 54,2 0 (Low Risk)
1 55 45,8 55 45,8

prevent irrelevant factors from affecting the re-
lationship between the predictors and outcome
variables.

RESULTS AND DISCUSSION

Table 2 displays the descriptive statistical
testing. The variable representing intellectual
capital is denoted as IC. The descriptive statistical
analysis of the observed companies’ intellectual
capital performance reveals a substantial varia-
tion between the pinnacle and lowest values, with
the average value still considerably distant from
the peak. This suggests that the observed perfor-
mance of business intellectual capital is not dis-
tributed evenly. The highest value of intellectual
capital performance demonstrates a company’s
creativity and the ability to improve overall pro-
ductivity, and vice versa. This outcome is con-
sistent with numerous referenced studies that
have identified a favorable connection between
knowledge and intangible capital performance,
creativity, and overall company accomplishment
(Acuna-Opazo & Gonzalez, 2021; Al-Khatib, 2022;
Almutirat, 2022; Campos et al., 2022; Singla,
2020; Tiwari, 2022; Xu & Li, 2022). Furthermore,
high intellectual capital performance is believed
to have the ability to prevent financial difficulties,
which is one of the drivers of accounting fraud
(Salehi et al., 2023).

The variables that represent environmental,
social, and governance effectiveness are called
ESG. A statistical output in Table 2 indicates a
significant range between the maximum and mi-
nimum values, with the average value also far
from the maximum. The ESG performance of
the companies observed is considered varied or
uneven. A good performance in ESG areas indi-
cates that a company is making efforts to meet
the rights of stakeholders to obtain relevant infor-
mation about the company, especially non-finan-
cial information. Additionally, strong ESG perfor-
mance reflects transparency and accountability.
In line with several previous studies, it was found
that companies that are increasingly aware of

their responsibilities toward all stakeholders
tend to have better-quality financial information
(Aksa et al., 2020; Palacios-Manzano et al., 2021).
Strong environmental, social, and governance
performance is expected to encourage companies
to provide reliable financial information in their
financial statements.

The dummy variable, abbreviated as ac-
counting fraud, is used to measure financial fraud
in business. Companies suspected of unethical fi-
nancial reporting are assigned the code 1,00, and
vice versa. Based on the statistical output in Table
2, the majority of companies in the sample stud-
ied are not committing accounting fraud. This
classification is based on eight financial ratios
used to construct the M-Score, which distinguish-
es organizations that participate in financial fraud
from those that do not. This also suggests that the
eight financial ratios used to assess the possibili-
ty of fraudulent reporting did not exhibit illogical
rises in the companies under consideration. In-
creases in these eight financial parameters that
are irrational suggest an increased possibility of
accounting fraud in a company (Lu & Zhao, 2020;
Ramadhan et al., 2022).

Companies with a greater degree of leverage
have a greater likelihood of committing fraudulent
acts involving their financial statements. This is
consistent with prior research that identified a
link between a company’s leverage level and the
chance of fraud occurring within the company (Lu
& Zhao, 2020; Ramadhan et al., 2022). This is be-
cause organizations with significant leverage face
a variety of risks that increase the potential for ac-
counting fraud. The first concern is that the com-
pany will default if it runs into financial problems.
The second concern is that high-leverage compa-
nies are more likely to have difficulty getting new
sources of capital or extending the term of cur-
rent obligations. This is also corroborated by the
Zainudin & Hashim (2016) study, which suggests
that companies with significant leverage may face
bankruptcy if they are unable to meet their loan
commitments. In such instances, company ma-



Wijaya, Kuang, Do Intellectual Capital and ESG Mitigate Accounting 241

Table 3. Logistic Regression Analysis

Initial Variables Non-moderation Moderation

Constant 9,703 11,962

IC -0,099 0,833
(0,415) (0,074)**

ESG 0,090

(0,139)

IC*ESG -0,021
(0,045)***

LEV 1,569 4,305
(0,292) (0,025)***

FS -0,553 -0,837
(0,156) (0,055)**

IND -0,917 -1,204
(0,099)** (0,040)***

EM 4,061 3,092

(0,100)** (0,231)

nagement may have a justification for manipula-
ting financial statements to fulfill particular debt
covenant standards. Companies may resort to fi-
nancial statement manipulation to instill trust in
the company’s financial position among lenders,
which can be classified as an agency conflict.

The size of a company can also impact its
level of accounting fraud. Companies of a big-
ger scale have increased transaction complexity,
which raises the likelihood of fraud occurring.
External forces also demand that managers sus-
tain and even expand their operations. The bulk
of the enterprises sampled for this study are rath-
er large-sized businesses. The next aspect is the
company’s effective monitoring, which is thought
to impact the occurrence of accounting fraud. An
audit committee must include at least one board
commissioner and other individuals who are not
affiliated with the firm, according to regulations.
This is meant to maintain the audit committee’s
oversight quality. A larger number of independent
members on the audit committee is thought to
improve supervision quality and, as a result, mi-
nimize the possibility of unethical behavior with-
in the organization, including accounting fraud.
This has also been supported by the Khamainy et
al. (2022) and Kirana et al. (2023) study, which
gave comparable results. To limit the opportunity
factor, one of the drivers of fraud within the busi-
ness, the company’s audit committee needs tight
control. The industrial type of the company ap-
pears to also relate to the risk of fraud incidence.
According to ACFE, some industry sectors have
a higher risk of financial statement fraud. Code
1 is allocated to companies that are more likely
to commit fraud, and vice versa. The majority of
the companies analyzed in this study fall into the
low-risk category.

The research model has been deemed via-
ble. The logistic regression equation is a statis-
tical tool utilized in this investigation since the
independent variables are categorical. The logistic
regression equation may be generated using the
data in Table 3, and the following equation will be
utilized in this study:

FRD = 9,703 - 0,099IC + 1,569LEV - (i)
0,553FS - 0,917IND + 4,061EM
te

FRD = 11,962 + 0,833IC + 0,090ESG (ii)

- 0,021IC*ESG + 4,305LEV -
0,837FS - 1,204IND + 3,092EM
te

The information in Table 3 is also used to
generate the study’s conclusions. The findings
show a company’s knowledge capital has no signi-
ficant influence on misleading financial reporting.
In contrast, ESG performance effectively mode-
rates the connection between knowledge capital
and financial misrepresentation. The test find-
ings’ significance values fulfill the requirements,
providing an answer to the study question. Fur-
thermore, the negative coefficient values of the in-
teraction variable between knowledge capital and
ESG performance suggest that it diminishes the
likelihood of accounting fraud. As a consequence,
integrating ESG practices and successfully ma-
naging knowledge capital in businesses are seen
as critical measures since they have been shown
to reduce the frequency of accounting fraud. The
next part will go through the testing that was done
in this research in further detail.

Based on the findings of the research re-
ported in Table 3, there is no substantial effect of
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knowledge capital performance on the likelihood
of accounting fraud. This study contradicts the
idea that high intellectual capital performance
deters dishonest behavior and contrasts those of
Lotfi et al. (2022) and Salehi et al. (2023), who
discovered that good performance of knowledge
capital is an effective strategy. A company with
high intellectual capital performance employs ex-
perienced and educated workers who are capable
of adapting and innovating strategies to improve
company performance and achieve a competitive
advantage (Al-Khatib, 2022; Almutirat, 2022).
Previous research has shown that excellent intel-
lectual capital performance improves a business’
overall productivity (Acuna-Opazo & Gonzalez,
2021; Campos et al., 2022; Singla, 2020; Tiwari,
2022; Xu & Li, 2022).

Even if a company’s intellectual capital is
performing effectively, it does not ensure that
accounting fraud will not occur. Furthermore,
even with improved financial health, the risk of
accounting fraud remains, which contradicts the
outcomes of Lotfi et al. (2022) and Salehi et al.
(2022). Based on that research, high intellectu-
al capital performance improves overall corporate
performance and reduces the likelihood of fraud-
ulent acts. In reality, a financially sound condi-
tion puts pressure on the organization to conti-
nue its current performance. Due to the need to
maintain its performance, the company may be
forced to participate in fraudulent activities. This
might result in the exploitation of possibilities
and the optimization of such actions to fulfill the
expectations of diverse stakeholders, particularly
shareholders. Based on the findings, while high
intellectual capital performance in a company is
beneficial, it has not been demonstrated to era-
dicate the elements that contribute to fraud, such
as pressure, opportunity, and rationalization.

When linked to the underlying theory of the
study, the research findings reveal that a com-
pany’s excellent performance in intellectual ca-
pital is incapable of dealing with agency conflicts
between agents and principals. When manage-
ment actions relating to the company differ from
shareholder expectations, agency conflicts emerge
(Badu & Appiah, 2017; Jensen & Meckling, 1976).
Accounting fraud is one such act that is incongru-
ous with shareholder expectations. Employees’
education and experience do not ensure that their
judgments are made in the best interests of the
organization. Financial statements should accu-
rately represent the company’s current situation
(Pitoyo, 2022). Financial statements have a large
influence on public judgments, particularly those
made by shareholders. Untrustworthy financial
statements caused by fraudulent behavior can
have an impact on shareholders.

Furthermore, high intellectual capital per-
formance is seen as insufficient for ensuring the
fulfillment of stakeholders’ rights. Stakeholders
are entitled to information about the company.
The disclosure of information by a company is a

means for the company to interact with its stake-
holders. The information made accessible to the
public by a company, including its financial ac-
counts, must be accurate and reliable. Untrust-
worthy information can cause harm to stakehold-
ers and decrease their trust in the organization.
A loss of public trust might limit the company’s
access to capital and disrupt its operations.

As a result, a company’s high intellectual
capital performance does not ensure the preven-
tion of accounting fraud. Agency conflicts cannot
be successfully resolved, and shareholders’ rights
to trustworthy and integrity-driven company in-
formation cannot be met. A high level of intellec-
tual capital performance is insufficient on its own.
It is thought that intellectual capital performance
should be compensated through a program that
promotes and monitors personnel to emphasize
openness and accountability in all company ope-
rations, including public information.

The final section will look at how ESG
might assist in mitigating the connection be-
tween knowledge capital and unethical financial
reporting practices. Table 3 shows that ESG ful-
ly moderates the link between intellectual capital
and accounting fraud. The outcomes of the study
reveal that the moderator effectively explains the
relationship between previously contradicting fac-
tors. This study contradicts the observations of
Lotfi et al. (2022) and Salehi et al. (2023), who dis-
covered that intellectual capital alone successful-
ly reduces the level of financial misrepresentation.
However, current research shows the necessity of
a method to incentivize educated and experienced
staff to prevent false financial reporting practic-
es. Several factors contribute to the prevalence
of accounting fraud, rendering human resource
experience, competency, and roles worthless in
combating fraud.

Other reasons, such as pressure, opportu-
nity, and rationalization, might lead to the use
of human resources expertise, competence, and
positions for accounting fraud. Consequent-
ly, companies must efficiently manage their re-
sources to match their aims with the best inter-
ests of stakeholders. Implementing ESG policies
in the company is one strategy that businesses
may adopt. The use of ESG practices is seen as
helpful in increasing a company’s openness and
accountability (Ellili, 2022; Kim et al., 2019). It
promotes public confidence, particularly among
stakeholders. Increased public trust in a compa-
ny also has implications for its corporate value.
Several studies have revealed consistent evidence
showing the favorable impact on business value
when ESG principles are implemented (Aouadi &
Marsat, 2018; Fatemi et al., 2018).

Companies may successfully use ESG stra-
tegies to manage their resources ethically while
prioritizing the interests of stakeholders. This is
consistent with Dimitropoulos’s (2022) study,
which implies that companies that are conscious
of their responsibilities to all stakeholders would
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guarantee that the decisions they make reflect
the interests of stakeholders. Previous research
has shown that incorporating ESG principles in
a company lessens the incidence of earnings ma-
nagement (Mohmed et al., 2020; Velte, 2019). The
governance part of ESG principles is regarded as
the most important factor in properly minimizing
earnings management techniques inside a compa-
ny. Good governance enables all corporate compo-
nents, including intellectual capital, to behave in
the best interests of stakeholders.

The deployment of ESG principles and a
company’s intellectual capital are viewed as ef-
fective in combating financial misrepresentation.
The study’s findings support two main theories
that were employed. The high performance of a
company in intellectual capital and ESG suc-
cessfully overcomes agency conflicts caused by
deceptive financial reporting techniques. The in-
teraction of these variables enables organizations
to share credible and trustworthy information,
proving their commitment to satisfying stakehold-
ers’ rights. One of the various ways companies
connect with stakeholders is through information
distribution, underscoring the importance of com-
panies ensuring the veracity of the information
they reveal, particularly in financial statements.
Accordingly, intellectual capital management and
ESG practices are seen as critical for organiza-
tions seeking to limit the degree of accounting
fraud within their company.

In addition to the novelty of this study high-
lighting the significance of ESG implementation
in driving intellectual capital performance within
companies to mitigate financial statement fraud
practices, this research differs from previous stu-
dies. Contrary to the study conducted by Lotfi et
al. (2022), our findings do not align, as they dis-
covered a correlation between intellectual capital
performance and a reduction in financial state-
ment fraud within companies. These discrepan-
cies may stem from the measurement of intel-
lectual capital performance, which might not be
precisely applicable in the Indonesian context.
Therefore, future studies could explore alternative
measurements to gauge intellectual capital per-
formance accurately in Indonesian companies.

Furthermore, this research’s generalizability
is limited. This limitation arises due to the rela-
tively limited implementation of ESG principles
among Indonesian companies. Additionally, ex-
cluding financial sector companies from the re-
search sample could impact the generalizability
of findings, as a considerable number of financial
entities in Indonesia have already embraced ESG
principles. Hence, upcoming studies could con-
sider these factors to achieve more comprehensive
results.

CONCLUSION

A company may effectively reduce fraudu-
lent financial reporting activities by managing in-
tellectual capital and achieving high ESG perfor-

mance. Intellectual capital itself is not an effective
strategy for preventing fraud within a company.
Employees who are well-educated and experi-
enced do not exclude the danger of accounting
fraud. They keep the option of making company
choices based on their interests. Moreover, this
indicates that the factors of opportunity and ratio-
nality are not guaranteed to be absent in educa-
ted and experienced employees. Nonetheless, this
research offers a new point of view on the ESG
policies are seen as beneficial for encouraging
intellectual capital within a company and reduc-
ing accounting fraud. The findings of this study
demonstrate the importance of agency and stake-
holder theories, demonstrating how management
prioritizes the interests of the company and the
public over personal agendas. Furthermore, it
improves the openness and accountability of the
company’s publicly disclosed information.

Users of financial statements are harmed by
unethical reporting activities because they rely on
erroneous and untrustworthy information. The
presence of indications of accounting fraud with-
in a company undoubtedly erodes public trust in
the company. Impediments to the company’s op-
erations and limited access to external financing
pose risks. To avoid accounting fraud, the compa-
ny’s management must adopt effective strategies.
Accounting fraud may be avoided by effectively
managing intellectual capital and implementing
ESG principles inside a company. In contrast, the
government also needs to formulate policies that
can hasten the application of ESG practices in
businesses, which are intended to promote sus-
tainability.
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